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At the outset we must express appreciation of the vigorous 
and forthright manner in which the Commission has presented its 
‘Statement of Issues'. The 'Statement' gives the widest provocation 
and therefore liberal scope for debate. No doubt many temptations 
exist for the more fastidious to seize triumphantly upon apparent 
verbal inconsistencies here and there in the Commission's work. We try 
be evO10 pedantic replies and attempt constructive discussion in 
the same Spirit that it seems to be invited. To anticipate our own 
conclusion a little we shall eventually select and develop what we 
believe to be the Commission's strongest pieces of argument. The 
Drehiviranry @rivrcism or rejection of other’ strands’ of ats diseussiion 
should be seen in this perspective. 

tne SeConomre Crisis in educationwis not peculiar to Canada. 
Throughout the world the trend is towards increasing 'taxpayer 
rosie tance: Co-further expansion. This applies to both’ Lower and 
be herreducata0n wm vim ‘lower education’ ‘budgets are’ now falling far 
short of costs in American (as in Canadian) cities. Unemployment 
among teachers in the United States is higher today than it has ever 
Hoen, camce- thes Great Depression of the thirties, The quality of free 
schools ds falling; overcrowding in classrooms is on “the increase. 

In higher education the problem of taxpayer resistance is obviously 
connected with the 'relentless' growth of student population (but we shall 
denonstrate additional and deeper reasons). In the last hundred years 

“the percentage of 18-24 year olds enrolled for full-time degree-credit 
Courses sin. tae, United, States has. doubled.every 15 years. In has, been 
estimated that two-thirds of this age group will be enrolled in 

iuli-time education.in thirty years' time - that is about. 15 million 
students! The cost to. the American public on present trends will be 

at. least 3 per cent of the gross national product. 

Seance, hisher education is, predominantly a. labour using service, 
productivity improvements are usually much less than in other (e.g. 

industrial) sectors, as the Commission rightly argues on page 9. 
When superior productivity increases occur elsewhere, the attempts 
to keep educational labour at the same relative level of standards 
Mulivine winevyi toply increases. the cost. of,education. Indeed this 
Valid reason for continued cost increases in the future is just as 
important as the growth of population and participation rates. It 
has so far been largely concealed from public scrutiny however since 
the taxpayer has not been able to distinguish it from the ordinary 
costs of expansion. As the rate of expansion slows (saturation 
Perc nears) 1t will be less easy to conceal. Nevertheless it is 
extremely unlikely that the average taxpayer will fully understand 
Such, @ Cophisticated argument. On the contrary, it is only too 
likely that he will be more inclined to regard increased tax bills 
for education as a symptom of increased institutional extravagance. 
This point explains much of the political dilemma which will face 
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future governments in their attempts to keep pace with educational 
demands. The same dilemma points to the need to seek alternative 
or auxiliary forms of financing post-secondary education in the 
eueure. isOoMmeesuch alternatives, which are also justifiable on 
Prounds otheresthan political expediency, will. be discussed later. 
Meanwhile, whatever the various merits of each separate scheme 
it is clear that Ontario, and Canada as a whole, needs to be So aware of 
world trends in education that as they increasingly assert themselves 
domestically, the authorities are waiting fully equipped with 
earefully worked out plans and adjustments. 

The argument of the present brief rests upon three assumptions. 
Pirst,, the Long term continuation of ‘taxpayer resistance' to education. 
BeCenouemne, continued need to screen students for entry into, specific 
higher education courses; i.e. participation rates of less than 100 per 
eat.) Third, the eriect of much higher education (bout: not all) will 
continue to be that of raising the income-earning of the recipient, 
tious OL créeaving "human capital'. Objection to any of these 
assumptions will obviously make the rest of our reasoning less 
acceptable. It seems however that the Commission's 'Statement of 
Issues' contains clear recognition of all three. Further comments on 


each may be helpful. 


i) | Vaxpayer Resistance 


Moss, vol bne, protesa. by associations of college administrators 
and student bodies seem in essence an argument not between them and 
particular governments but between them and taxpayers. Experience 
in the Western world shows that although presiding governments 
receive the brunt of the criticism it is not because they are connected with 
eay Parcicular political ideology. Governments of all kinds are 
caught everywhere in the crossfire between the vociferous demands of 
the educational interests and the 'stubborn' reluctance of taxpayers 
as expressed in their political voting. We do not wish to 
preclude that type of argument whereby academics, students and others 
continue to try to persuade taxpayers of possible injuries the public 
aoe lf sSuTters from tighter attitudes to fiscal support. Our 
reasoning meanwhile assumes as a datum the continuance of these 
tighter attitudes. 


2) student Selection 


The Commission argues (page 7) that universality of 
accessibility does not mean that everybody will or must continue after 
graduation from high school but only those 'who are able, can profit 
from, and wish to have post-secondary education' (our italics). In 
practice, this means that higher education unlike lower (schooling ) 
is unlikely ever to be universal in the sense of 100 per cent 


participation of the relevant age group. 
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3) Human Capital 


From accumulated evidence there can be no doubt that annual 
income typically rises with every additional year of education. 
Although as the Commission points out that there are disputes about 
how high the returns to investment in education are, most estimates 
of private returns are nevertheless effectively positive. The 
economic principles of investment in educational capital are 
basically no different from those of investment in machines. here 
are, however, two institutional differences. First, there is the 
fact that the educational 'machine' must always belong to the person 
to which it attaches and not to outside investors, second, there 
are certain financial barriers to investing in human capital, notably 
the refusal of the law to allow some individuals to have equity. 


stakes in others. 


Basic l reine lobes 


Having stated our three factual assumptions we proceed to 
the fundamental principles of government participation in higher 
education. These principles have aspects of both efficiency and 
Cavity pe inene are two major economic principles: first the need to 
overcome human capital market '‘imperfections'; second the need for 
governments to capture for the public those non-private or indirect 
benefits (called by economists fextermnalicics "whichis prime nom 


education and which are broadly diffused throughout society. 


Capital Market Imperfections 


If a private loan is made to finance the education of an 
individual who does not possess any tangible assets, the lender 
possesses much less security than when he invests in a corporation 
that uses the money to buy a machine. If the corporation defaults 
Oh the loan the lender can'’claim the machine; there is no. equivalent 
counterpart to this security in the case of the educational 
investments ('machines'). There is therefore a case for government 
intervention to offset this kind of obstacle. Notice however that 
the form of intervention indicated is for government directly to act 
as guarantor for educational loans for those unable to obtain them 
Saeuies strength Of Hormal collateral. This particular argument in 
other words does not lead to a case for full government provision 
Poeeree —eOucation to all, Notice too that ‘equity! de pursued at 


ifesceme time as 'efriciency'. “This occurs insofar as those benefiting 


from such improved capital markets are those without sufficient 
eonventional collateral - the low income groups. Observe finally 
however that the most efficient way of producing the education 
investment ('machine') is to concentrate upon those who need least 
teaching and other educational resources. This is the basis for the 
Commission's limitation of access to those most suitéd and who can 
best 'profit from’ education. These individuals..may for instance 


possess higher than average natural, talent. What is rarely realized 
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is that the equity problem does not end with the attainment of fairer 
representation of gifted working class students; there remains the 
issue of fairness between '‘non-gifted', working class taxpayers, 

Pao e'2itted' -working class students.,, This will always exist ‘so. our 
Second assumption holds - that is: so long as participation rates are 


less than 100 per cent. 


Non-Private or Indirect Benefits (Externalities ) 


EvewW if “there was @ “pertrect capital market for education’ there 
would still be a presumption in favour of government intervention if 
there were siteniticant benefits from higher education that were not 
Sreprcpriatea by the individual beneficiary but “spilled over' “to the 
Pe@ertt oO. SOCclety as a whole, "The Commission (page 5) refers? to 
one seemingly obvious benefit to the public - the higher income tax 
returns that stem from more educated persons - which is a benefit that 
mevdeiue are ©Fond of ‘claiming. “~T[t°is however iiWlusory. “Liethe’ imcome 
tox On Graduates 18 paying Tor the educational grants awarded to them 
eeriaer ti ciety liretimes byvotner taxpayers, then-the” later tax 
Poamineic jueu OLrleseus “the “earlier; che income’ tax pald™ by “the eraduate 
Bees 00Lv amount to an increase in total benefits... Income tax’ usually 
fiiances &@ Variety of public projects - roads, health, defense. ete. 
hier oe wax. DS1d Dy 2 gradcuave 1S to be regarded as "a repayment of is 
educational grants then compared with the non-graduate with a similar 
Mieone, Ne io NOU Payline Mis ~oroper share of roads, health detense, “etc. 

Serious misunderstanding also features other so-called social 
(non-private or external) benefits. Consider for instance the 
Commission's argument (page 7) that benefits accrue tothe public 
"in the way the members of the profession fulfill social needs through 
the provision of medical, legal, technical, and educational services." 
Despite the Commission's implied assumption, there is in fact no 
peee oor, Case 10r full public subsidy heré given a “reasonably 
eiatcien, labour market.” To See this it is-only necessary’ to ask if 
aecoase coulda be made Tor doctors, could it not also be made for’ all 
Sener occupations? Should there be full subsidies for on-the-job 
@eergine of ali "kinds including grocers, hairdressers and store 
Peete coms. hem cervices all -also fulfill cocial needs if “there™-is a 
demand for them. What needs to be made clear (at the risk of causing 
tedium to those who dislike economics) is the distinction between 
SUseteiteny ana ‘ineutricient’ free market demand for’ different 
ber-onne!. The Tact that one occupation would recéive tess than its 
Wetve LO society in a free market does not necessarily call for 
government intervention. And if it does, the intervention does not 
have to be of the kind that gives education subsidies. 

Optimum resource allocation in a free market demands that each 
productive agent be paid less than the full value of what it adds to 
the national product. Each agent might try to claim the whole of 
the output produced in co-operation with other agents on the grounds that 
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foesieyewiunorow their services the other groups could not produce 
any of it. This is not the way a labour market works however. Each 
member of a group is paid according to his marginal value - the 
meer ererce made tO the total earnings of the group by an additional 
member. As the members in the group grow this marginal value 
eventually diminishes. Where there is positive economic growth their 
incomes will decline or grow less than they otherwise would. The 
reduction in the pay of all the intra-marginal members of any group 
caused by a growth in recruitment certainly constitutes the real gain 
to the rest of society. There is no discrepancy here however between 
Uiermorke® Carnifies or the particular group and the marginal value to 
Powe ty Ol any member of the. group. In other words there is no 
Justification for raising the pay of the group members on account of 
Wie transter to the rest of society. If the salary reflects the 
Marginal value of the professional then he will fulfill social needs 
without the help of government intervention of any kind except that of 
Teof muavine 2 loon “Scheme Go finance his training. 

such a mechanism of course only works best if there are no 
Srcrtolal “barriers to newcomers. If there are such barriers the 
appropriate government policy is to remove them. The provision of 


educational subsidies only compounds the error since it amounts to 


transfers to those who already enjoy monopoly rents. We endorse very 


ctrongay the Commission"’s views on the misuse of certification in its 
ronnection with entry restrictions. We suggest that those professions 
where Certification is not unambiguously compatible with competitive 
ry soould be the first candidates Tor Switches yin the balance away 
from grants and towards more self-finance through loans. 

Consider next the question of severe fluctuations of ‘cobweb 
yeeeo 1 markevs Tor highly qualified manpower. This extra 
maMerPeeuLon Gtill does not constitute a surfticient condition Lor full 
and permanent public education subsidies. To many economists it would 
seem at most to indicate the need for 'active' manpower policies. 
Assuming these policies can be effective, that is that they do not 
aggravate the problem (as happens frequently), imperfections in 
adjustment processes can be overcome to a considerable extent by simply 
improving leapour information*=channels@w Beyond this government could try to 
counter the free market instability by operating directly (e.g. with 
subsidies or taxes) on the salaries of new entrants. Operating via 
Peiicel OnailssubSidiés, an contrast, is mone indirect andiless efficient. 

None of these observations denies that genuine external benefits 
exist. If these benefits are very significant then the marginal social 
product of educated labour exceeds its marginal private product. 
Haeorbunately there is virtually no firm ievidence™-onythis score 
available yet in any country. In the meantime this is a kind of 
Ino-man's-land' to which eventually most economists who attempt to 


evaluate social and private returns. uneasily find themselves. 
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The lower the discovered private and social rates of return 
on education the bigger the need for evidence about external benefits 
if we are to continue justifying continued public expenditure at 
Tmirneiioaretes,. |). The mose recent study of the social return to Ontario 
graduate education? found (laat. in, onlyeone..case didethe social rate 
Seerecurn, exceed five per cent; This: was for the Master of Business 
Administration (M.B.A.). The rate was based on the differential 
future earnings between those with an M.B.A. and those with only a 
bachelor Degree in Science. The same study found large negative net 
social: returns in some Ph.D. programs, (especially in engineering). 
TiGEsiVayepOLats oub that in.order to ‘justify’ sueh low returns in 
graduate study one has once more to resort to residual arguments about 
external benefits (spillovers). These external benefits consist, in 
the view of these authors, of such general and hoped for contributions 
Ss nrnventions, discoveries, more informed.voting and efficient 
SOMIMESETation., But these qualities would have-to-attach with 
considerable differential strength to persons with engineering post- 
graduate degrees than with possessors of the M.B.A. in order to make up 
the very significant difference in monetary rates of return referred to. 
Ob eusciyione must remain extremely sceptical until, much moresevidence 
apowe excernal benefits is produced. 


forreeapavulate: The principles; ofpinterventionores ¢yupon 


(a) the need to remove capital (loan) market imperfections, (b) the 
need for government appropriation of the indirect (external) benefits 
Opneducation, the extent of which are not so obvious as is popularly 
Detsoveds »hnyreal life these -principLes are reflected iia they faces 1.0L 
eraolingaloan.cyotems tand public grants~«( ein view of they expected 
Ceoeinvatcioneif£ not hardening of taxpayer rresistance, one must predict 
@ switch in the balance towards loans and away from grants. Before we 
can proceed however it is necessary to discuss what the Commission 


believes to be disadvantages of loans. 


Loans: The Alleged Drawbacks 


The first alleged drawback (p. 15) is that loan schemes do not 
necessarily increase the opportunity of low income groups. This seems 
to conflict with our argument above concerning government intervention 
to remove capital market imperfections. Starting from an absence of 
any intervention such removal (i.e. the facilitating of loan markets ) 
would, we argued, disproportionately benefit the low income groups 
since they were less likely to have tangible forms of collateral. 

We are now discussing however a case where we start with intervention 
in the form of grants and we are considering substituting some 


of them with loans. This context conceals the equity consideration 


1. Dodge and Stager, Returns to Graduate Study in Science, hngineering 
and Business, Institute for Quantitative Analysis of Social and 
Economic Policy, Working Paper No. TOL, University of Vorontro; 
Oetoper 1O/0.,. PD. 15. 
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between ‘working class' students and working class non-student 
taxpayers. Nevertheless even with respect to equity between different 
eroups within the student class there are more aspects to the problem 
than seem to be appreciated. 

ItPisenecessary Tirs ts tos recognize: thesmisallocation that 
occurs under the present grants system. Some candidates from all 
elasses are at present in higher education who would not have applied 
Por at theypwere expected) to pay fully costs: from their own. or, from 
Domrowed | Funds, sivenwit<they could borrow Punds from the capital 
market at the market rate they may see no net advantage, on their own 
Svalmetilon of investing, resources in education rather than dm something 
eicer., Peron the’ other hand they expect assubstantial subsidy their 
decision is more favourably disposed towards education despite their 
eo shot, Toresone earnings,, Such students, take up places. that other 
ner Movi vatedsand perhapsetworking, class ') individuals’ might well fill 
UAderieicvernatavejmethods»of financing. Suppose): for the cake. .of 


Sccumenta that all ‘middle class" students were invited to pay, the. full 


Poet. FoyamMcens Mina)oan, scheme. This. would, release, considerable, funds 


Hie Cimcoul Cerne be spent af required on subsidies: specially designed 
momcecriiat the bellem motivated individuals’ referred) to. Ones should 
alsoveonsider non-pecuniary (consumption). benefits from education that 
Poicwhoier nay aporecLate more. ,hven though to them pecuniary rates 
of Tevurn were less, favourable, a loan system would enable the non- 
Pecuniary, benefits, to be. secured by those most, dedicated to education; 


angene douot many woud dy comes from lower ancome groups. TRIS Ls) mo mere 


Pea im cy DCI ure fe xrecent careful) survey disclosed, that. about one in 
eo otudenvusivenrolled inethe United states, do not wish) to bes students. 


Ho wie vere mildimon students. . Many of themshave been.craited into 


Boime 2. Woy Warcneole pressure. Or becausel a. degree has becomemaadacence 


Pe uinewiome JOb.. We méenblom these pointsy im reply to, the Commission's 


meiwmp. 15) that a loan scheme would tie, attendance strictly ite 
miancwelseonsiderations. Clearly this) criticism applies, ate Least as 
ecrongiy Go thes presient types of grant Systems. 

iiooudliads bes recognized that the oan seheme tol which weuwrefer 
memone woaich as much wider in scope than anything so far adopted in 


Canada. Throuled allow etudents: ho: draw mores than suLpicient to. cover 


Paci GuilyLon, tees, .1t would accommodate, a substantial part of, foregone 


earnings and also finance much bigger personal libraries than the 


conventional ones. More important, such loans might well allow diversions 


| Of public money to younger students from poorer families to enable them 
Peo Les orwats ren sechool “to obtain the, qualigications, for entry Lo 

| post-secondary stages. If there is serious inequality of opportunity 
‘in the system thé major cause is surely located in the organization of 
lower schooling. Indeed many observers argue that the most critical 


leducational deficiencies are to be found in the pre-school environment. 
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The second alleged drawback which the Commission mentions 
is the now familiar one that a loan system forces young women to 
bring into their marriages "negative dowries". This is wrong. The 
woman student who successfully undergoes university education with 
the help of loans brings not a negative but a positive dowry to the 
marriage. The post-secondary education normally enhances a person's 
value on the market and this applies to women no less than men. 
Most female married graduates have the prospect of obtaining relatively 
high paid employment over their lifetime. The child-bearing years 
amount to only a proportion of the marriage years. Even when they are 
bringing up children many female graduates secure well-paid employment. 


Equity considerationsin any case demand not only a comparison of the 


prospects of female students with those of male students but also with male 


and female non-student taxpayers. The "negative dowry" argument in 
Pacers: 2 Variant or the general argument that Doans*wiil bean 
"intolerable" burden on some students. It should be remembered that 
one of the main purposes of the loans scheme is to select predominantly 
those students who believe that investment in their education will pay 
Por itself and to discourage others. Those who think otherwise and 
expect that it will be an "intolerable" burden should not be specially 
emecoureced in “the first place. ‘Such ques tions: about* female 
Ceacrenimeatwonrarc also mativers ot evidence. \) The Commniisstion maywildke 
Geo movmuna: “one very latest vempilrical research von invernational 
experience with loans does not support its suppositions .+ 

TaerComiss pom elso argues that a loan scheme will involve 
Specially designated taxation. Strictly however it is speaking not 
Ca LOsle ocheme “butra eraduate tax scheme. yiThe "specific differences 
will be examined later but broadly a loan scheme proper relies 
garcely on the private capital market, the function of government 
being confined to that of guarantor of individual loans. With growing 
taxpayer resistance the private capital market provides an alternative 
eacutersely non-political source of. funds. Im. the absence of any 
recourse to this market the onus is on the Commission to explain how 
wevLiiloragion the decreasing fiscal revenues per head through, the 
traditional grants system. 

We respectfully suggest that in its paragraph on page 15, 
Wnich is headed Evaluation, the Commission is stating an utopian 
yearning when it argues that the purpose of any financial scheme must 
Heatoocee that (financial barriers' must be lowered and, preferably 
Sle meanaced.. in fact financial’ barriers, if by that term.we mean, costs, 
ean never be eliminated. Education absorbs real resources which are 


1. Maureen Woodhall (London University Institute of Education), 


Student Loans: A Review of Experience in Scandinavia and Elsewhere 
1970). She concludes that ‘student loan schemes worked well in Shas 
countries, that there were no serious administrative difficulties, 
and no evidence that they militated against working class students 
or discriminated against women students. 
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scarce. “Minanelal costs measure the degree of this scarcity so that 
BOGicty has to choose between more education and less of other things. 
Even if there is no "financial barrier" to the individual’ student, 
there must be one to the taxpayer who provides the subsidy. Under 
present circumstances an open-ended system of completely free 
provision to all “comers to higher education who are qualified is more 
Gr en aspiration than @ practical policy. As these new entrants 
arrive in unexpected numbers such a system will inevitably break down 
when taxpayer resistance asserts itself even more conspicuously. 

When it does, the important question will have to be faced whether 
the government authorities should superimpose a higher rationing 
System by determining higher and higher qualifications necessary for 
new entrants .. ‘If it does so, the question arises how far government 


might begin to arrogate important functions which have hitherto been 


enjoyed by independent education institutions and their students. 
One writer at least fears that ". . . the government is already 
Seuinewras the prakeman by Unilaterally deciding on the grant 
6ligibilicy of Students. Perhaps tomorrow it will be setting down 
errolment-= policies “according to its views of society's ‘needs’ for 
graduates in different disciplines and professions .".+ The same 
Waacer’seems to See as a thin end of the wedge the recent government 
ruling requiring that all new programs, including the establishment 
om new departments or new degree programs, be approved by the Committee 
onPeUna versity Attairs before the university can receive grants on 


behalf of enrolled students. 


The Choice Between Different Loan Systems 


There 16 obviously a case for the strengthening of existing 
Joan schemes and the development of new ones. Increasing dependence 
Sep caemecould take place g¢radually. They should be used to take the 
mom oUrden Of Tuture Cost increases. There are broadly two types of 
Joan schemes and there is a place for each. First is the Contingent 
Repayment Student Assistance Program. The best-known version is the 
Educational Opportunity Bank recommended in 1967 to the U.S. Federal 


Poveramenc by the Panel on Educational Innovation. in exchange for 


aebeoai, lie borrower pledges @. given percentage of his annual gross 
moiecome fOr & Tixed number of years aiter graduation, €.g. @ payment 
pmueper cent Of tmcome for thirty years. There is considerable 
government involvement in this type of loan especially since it 
necessitates precise definitions of, and checks upon, income. There 
woealeo 2 Considerable potential subsidy element since ceilings are 
imposed on interest payments. The bank moreover is allowed to borrow 
at government rates. 

Various kinds of contingency schemes are now being applied 


independently by American colleges and universities. Students at Yale 
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will be allowed next fall to borrow $800 towards their educational 
expenses. In subsequent years the amounts borrowable will increase 
by $500 per year which is the sum by which the university expects 
tuition costs to rise annually. Loans will be paid off at 0.4 per 
cent of income for every $1000 borrowed. Similarly Duke University 
ieewo: offer a-deferred tuition plan in which basic repayment periods 
extend up to 30 years. Members of the freshman and sophomore 
elasses Wwillenot.be eligible because. the college dropout rate reaches 
Los» peak a@t.the.end of the second year. The Ford Foundation 
announced last February that it would fund a $500,000 study of the 
feasibility of establishing nation-wide such pay-as-you-earn loan 
plans. The most far-reaching comprehensive scheme is contained in 
wecao lation mow. being, introduced: in Ohio with regard) to Lts state 
System. Every student entering a state university will be required 
TOpstch.an agreement .to repay. the Subsidy for his education. which is 
$3,200 for four years. Interest free annual payments will begin when 
the former student is earning at least $7000 a year. 

thessecond, kand of loan scheme: incurs much tess. government. 
involvement. It relies simply on commercial banks, the government 
Certain iecectl to.the role of suarantor. This Suarantoreprovision 
does imply some subsidy element as does the fact that. the interest 
raves..are often.subsidised. However loans are usually arranged closer 
LOete@nel srauesaWwhiist Lunds are borrowed on the commercial market. 
HWieliomuae sCOneinsenu scheme LS superior TO. rants system iv as in some 
Moyo) 2oberior cTOnthnis..second kind. The straight commercial, loan wystem 
Se ei overeduivesspecial public machinery for collecting @he taxes. 
ieee dubres less public funds. lt avoids the danger of, perpetual 
Pov imbacaL sconuroversy whichis associated with the Contingency seheme 
which depends on the periodic setting of some "reasonable", but 
DEOCOeh ero Urary. wax proportion or formula. Sséveral varieties. of 
Conme renal Lype.loan systems, exist in Scandinavia. In Denmark gloans 
from private banks (with government guarantees) are used by those 
Sa echioewhOso Nob dualify Por a crane and an winterest, free lean. 
Reo woosuneversi ity. Students entitled bo DPinancial aid are, cequired 
Pomrepay healaswhe total amount of aid. they receive. These students 
are allowed to borrow additional sums from private banks with government 
guarantee. Between 50 and 60 per cent of all Danish students are 
P-ceivingsuoans. sinh Finland since 19/70.all students have \beensentitled 
Ge octave. guarantees for study loans from commercial banks. The 
guarantees are available without reference to parents' income. In Sweden 
Peo et ema ud ale) un eran. form and «the, remainder in) the form of e. 
loan which must be repaid in terms of money of constant purchasing 
Powerwe.e we Cost of Living rises the proportion of aid given in 
Ge Lorn of, 4 erant, declines. The grant, element as at present 22 per cent 
of total aid. The remaining 78 per cent must be repaid in equal 
ingtaiments Up tothe 50th birthday. No repayment is expected for 
three years after graduation. A feature of the Norwegian system 


Since 1969 is that all students who are studying abroad are given 


poise 


vb ety 


aol ttemeegt ga 
Pe orn qetEorodoe one 
aaosed, Fer TOMI Gare 
| » Re bd ane inet en 
ed \"te yhuda Ge fio 
el sa ne VER ne 


ai fen terre’ wh Snnags AN AWE 


. mate old OT aes aps Casi ra ieee 
bastupet su “OW yeaa: ‘oh adh a Sion 4 “4 | 
if RoR ees) & ml pe ahd bonny! oy) Ve recy at irrons oe ef, 
voilw ritmo 2 hew ral ry Danie pers PuirnehAe mete, Ct 
ia: Paid CHCA NDR at ro oy herbage ate dnohide 4 . 
Seauresvoty Cael ape execu! axtyit' & 20a lt: We path panes bit? cn: 
To eatin a . heed ‘a ber Sa Y ‘pats e wait tog tl. . ate aaioy Re 
a Lt" 0 ir oc Met LeN « ett . o Malt fv ales ny | (ote we tor aaa at me 
EBWL Ds a ct af CL Ah SRS ae feels Ge Joe Le Wb Asus, eens * yon nf * 
vs r ry cya aire aly ney ovis , eth | guns nadia, ors crs 
, ee 4 mH Tl rer is Reward ota cova saidche borer oom hs a: 
_ vw 4 wee ea eaM ol aed debacle ae ais 


. " ] a 4 i ah we ; ; Pes i is 
; 7 
ery Fie eta Piet A ts ae mae: ER hee ws Btite og nou: npeanas 


ube ir pillage belo et tupee, foe. @ 


Liar ai ) SUa corte ele ia Gos rib pore } oo Og aosk aeriups o"t. 

Miia Le aa chao 7 erty tw 4 fred F Mate? . (ony YaeTey STAD feo ie 7: 
axel hee OR wie, She. may ers, 10 ee EL « 
e. Lint gh, i Wat " at (i Ol ie 1) Cane es | LAS a "SEGUS.. yaete 


ery Va Binh A l 4% aor i AT eee 4 ae a ORE alt oe ie v= iT ; “an ; e tome ; 


are eee “hh hs anad 27 6Vv es 
Beet 


vad: ca) deen Gael ae WAY. bod ob ociw, mmm a 


oe 


. . tae 
A Delage eelioiind if Letov ini east {tA ** 


APASRHID BOT 4 OY r vend Ree tase, Lated of0, 1 Lan ao pa 


jibe om Hoi: eloed) sadv bye ine) Lene Nhhe Wartoc). Oo, Baws ry mit 
ciara ti are ee "1 baetmis » Bol onba 

¥) pSNT Al ( CEN ea siphd vies 404 rediTeT Ava aonte oy 
. Hate seni eidallava ate ssetnen 
{eta La ‘+ god ove’ doans Qi.-oh Die pie ae 
ot Oh Diaper od 2 syne ee 
dad ah 1 ry ybar iy! a ian og ah i 
re 104 Fenheng t& od dommato tiene td .henhiie Faas Fe ror B 
. vs aw O48 ‘rad sao OT witli amet Sarr hie fatod. 
L1 barony , a) ¢aheyeu se OF. Cate ikid! exit ani aK insalaialle 
4 wit cc anedwnt A nen bots Sate ereey 
ro ea ow nitaertha 1 TM) amglt ah eae er 


| ry 
90.2 BY > rian oF ie A 
. SV | ae pci" yf 4, | wits Pe 


| 
w 


ww ne 


larger than average loans to compensate for higher expenses .+ eel 
Nordic SPountries Gncidentally provide direct aid to a minority of 
secondary school pupiis above the compulsory age. 

None of the Scandinavian countries useg the tax authorities 
for collection of loan repayments. Cases of non-payment are dealt 
With in the civil courts but there are few such cases. In Norway in 
1968 legal means of securing repayment was resorted to in under 
1 per cent of the total number of outstanding loans. (Compare this 
With the e™per cent default ‘rate in the Canada Student Loans: Plan. ) 
Little difficulty is experienced in securing repayment by emigrants. 

Our closest equivalent to the Scandinavia loan system is 
the Canada Student Loan Plan. It is however inferior in several ways. 
The maximum loan in Canada is $1000 per annum but Ontario has recently 
¥educed this for dependent students to $600. ‘This ais obviously 
inadequate. (In Sweden the maximum ‘is $1320.) An Ontario student 
who is under 25 and unmarried is classed as 'dependent' and the 
tiene concribucion of his parents “1s ‘expected woelncrease 
progressively according to income. ‘For a. family with three children, 
for instance, if its income is $5,500 it is expected to pay -$275 (5%). 
If the family income is $11,500 it is expected to pay $1,380 (12%). 
Many students have no desire to impose such high burdens on their 
parents.“ Others in their twenties who have been living away from 
home for several years or who have indifferent parents will receive 
We "benetive au all from thelr parents end will probably beadis couraged 
Prom actendance at college. Theré is in other words an undesirable 
Pecvery element an the selection of students undem the present system. 
This situation should be compared with that in Sweden where eligibility 
on financial grounds is determined only by reference to the income and 
eCaprcauOn cherstudent and doés not take intevaccount the meansyof 
ie ~parencs. “IneNhorway strong objections of the student unioneto 
parental means tests has led Parliament to promise to abolish it. 
Among the recently expressed aims of the Finnish National Union of 
Students is the following: "The parents! income and property should 
Pepe pe taven imvo account ~ . . since it places students whovares of 
age in a factitious position of dependence on their parents." 

Also included in the Canada Student Loan Plan is the condition 
that students are expected to save $700 from a summer job. This seems 
teryearoiorary. More important 1b Seems to endorse’ the tradition of 
Einioncine education. by part’ time! work. If this tradition were dropped 
and more extensive loans provided then there may be a reduction of 
@rop-oUu Touces and 4 shortening of degree courses. A Student doing 


part-time study and part-time work and graduating in 8 years can 


1. All the details of Scandinavian experience are from M. Woodhall, 
LOO, OR. Cit. 

en (One. of tne main purposes of the Yalé plan being adopted this year 
is to help those'middle class students whose families lack the 
funds to pay for, college comfortably but are too well off to 
Cee at vert OF student 1.0. + 
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certainly spread his investment costs over a longer time period. 
His opportunity costs are probably lower than a full-time student 
sreaduating in 5 years. The benefit income stream of the latter 
however commences 3 years earlier and this may be more than enough 
to enable him to repay extra loans. In other words the longer gestation 
period in education may be inefficient because "it involves a highly 
ie tae d worker, in’ intellectual terms, undertaking an unskilled 
occupation." 
The two major principles of intervention, as we have seen, are: 
(1) the need to correct capital market imperfections (by encouraging 
loan schemes) and (2) the need for governments to appropriate external 
(non-private) benefits. Nothing we have said in favour of more reliance 
on loans implies that principle (2) should become entirely superfluous. 
What is being sought for in the light of taxpayer resistance is a new 
DaLance between loans, which respect principle (cis) and grants, which 
respect principle (2). It should be observed that the latter 
Principle is based on the assumption that since average individuals 
Mavoreuins tWeir private. benelits may, at. the, marcin. of private 
expenditure.on education, be providing significant spillover benefits 
Pomeoctety ae ie need is PO encourage them to,spend further, marginal 
amounts. Non-average individuals - especially the very rich - may 
Desmoulvacted CO purchase So much education privately that although at 
the Meacvein they are Still providing some external benefitse these vere 
Neuro cieniticant.as to warrant turther subsidies .* It is. arguable 
Te igelus ts hose who are ay the earlier or threshold stage of nigher 
Cqducetion attainments that require the biggest encouragement to 
Pererci1pabe ab 2 minimum Pevel and to render the appropriate external 
[otis bones Iteiollows thatiit taxpayers! revenue is tocplay 
a relatively smaller part in educational financing in. the future the 
ioseerireleniy way Cie making -cconomies is To start au ther higher 'richer’ 
end of the. student spectrum such as the 7th, 6th and 5th year cohorts. 
it ae essential however that as one door closes for these 
eroups another one should open; that is, as the grant element is 
reauced thei Voans! should be increasingly facilitated.” Taxpayers will 
be more immediately relieved in this process the nearer the loan interest 
rates are to the market rates and the more the commercial capital 


market. is Bhi eoeas Tiso happens that among these most senior 


1. Stephen Merrett, "Student Finance in Higher Education", Economic 
mourns, saune. 1067..'p.! 292. 


2. in economic terminology these are known as Pareto irrelevant 
external economies. 


3. The sharp increase in fees for graduate students announced last 
month should have been accompanied by an increase in loan 
facilities. Without the latter the policy is too negative and 
Wiliecause DoOUn hardship and inefficiency. 


4, There may however be some counteracting fiscal implications 
especially if there is much upward pressure on interest rates. 
See Karl Shell and others, "The Educational Opportunity Bank", 
National Tax Journal, March 1968. Very special assumptions are 
required to show that taxpayers will not enjoy net relief from the 
grant-to-loan switch. 
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students the argument against loans is weakest. The claim that loans 
militate against working class participation because such groups have 
neither the knowledge nor the willingness to saddle themselves with 
debt applies least of all to students who already have 4 years of 
fever CducCauLOn penand them. This group also faces the smallest risk 
in such loan investments. Indeed, considering the future lifetime 
Pureem Of income at can look forward to it can no longer be considered 
Working class. 

ine estimate ot ble reduction in erants achievable if 
professional trainees alone (medicine, dentistry, law and architecture ) 
were to pay themselves in full for all years studies above 4 would be 
about $16 million. The figures are as follows: 1969/70. - Based on 
numbers of students, basic income units and weights, formula fees. 


S.25e5 (22000 out of totalszrants.of 
$236,420,000 - or 6.6%. 


This would represent taxpayer savings. Substantial savings would 
beer semererore If * theremwere a8 Switch at this Level -from-erants' to 


oats. It those’ vakine medical degrees were charged the ‘full*cost 


of their last two years' training they would have to pay $15,300. 
mhneir towel financine would be as follows; 


BiUs Grants Fees Loans Total Cost 
1st 4 years 12 16,010 2,550 Be: 10. 2900 
last 2 years LO -- -- Lo, SOO iy, DOO 
5,660 


Thais 1S an extreme case no doubt and in absolute terms the full cost 


Peco Lor the “lastetwouycars look astonishingly high.” Yeu 1f une 
repayment were spread over 25 years the position looks much less 
eet, We 2rema cor all speaking’ of -a” person, such as @ @.P., who 
can now expect over a lifetime to receive income of nearly $1 million 
(Statement ©L Besuec, Vable V, updated. to-.1071).9 The fee of $15, 300 


amounts in other words to about 14 per cent of lifetime income. 


DO LaGucierarsunent Tor inereases, in loans fon senior students 
ace lea te OseMbimee hy (On Crounds of 6Cificiency. We expect that this 
poltey Will commend itselT to the Commission also on grounds of equity. 
i average stugenes Only receive, say, four years Subsidised higher 
education, it may seem only fair that those who receive more should 
bey more. Those who fail and repeat their first year will also 
Suvomatlecauky be liable for further payment if differential treatment 
temceordeg ute vears of education an excess of four. Moreover we 
suspect that the Commission's misgivings about the monopolistic use 
co. 'certifacation’ concerns several of the professions. As we argued 
earlier this gives another presumption in favour of reducing the govern- 


ment subsidy element in the latter years of training for such groups. 
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It will be clear by now that we regard the Commission to 
have made its strongest argument on page 15 of its "Statement" where 
ieee useeots 4 policy ". . . to limit the free, public supported 
educational services to a pre-determined number of years - that is, 
Pe eifecs, prolong the opportunity for universal public education 
by, say, two or three years and then charge the full cost to the 
users for additional years." We have suggested substantial savings 
even by extending higher education to 4 years. We trust that our 
full examination of this proposition has revealed all the arguments 
in favour and that in particular it combines in a unique way issues 
Sree iiacitency with those of equity. 


The following is a summary of our recommendations: 


Recommendations 


1) Assuming 'taxpayer resistance’ to continue, economies 
Should be made first among the senior grades of post- 


secondary education =— especially after the fourth year. 


2) These grades should be invited to pay an increasing share 
Gm costs (not necessarily full Costs im) the firss instance ) 


Otmpune WyOars in excess Of Pour. 


3) As these private costs increase so should opportunities 


HOrescudgent borrowing. 


4) tiemoelection between the contingency oan plan and 
conventional commercial loans (with government guarantees ) 
iene Gomme extent 8 matter or Taste. , Since Gne Contingency 
Sharé (such as the Educational Opportunity Bank) usually 
contains more government subsidy and general involvement 
ite probably more applicable for the Lower income, or jess 
‘privileged! groups. We would recommend at least more 


feasibility studies on this issue. 


5) The Ontario authorities should present strong arguments 
to the Federal Government to reform the Canada Student 
Mora Plan. In particular there Should be more Diexrbpie 
Provision, bigger variety Of Opulons; and a removal or 


the parental means test. 


6) If the suggestions for reform are not acceptable to the 
Federal Government, the authorities should urgently consider 
the setting up of a complementary Ontario loan system 


Oo. the lines indicated: 


ieee wes interesting to learn after we had made our own deliberations 
om the Canadian problem that the Dutch Government is this year to 
introduce legislation that will curtail the number of years of 
subsidised university education to four. Students may continue 
Brucr. cha Derao0 buUG av their own cost. See The Times or London ), 
TOrMaerch, LOL, 
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